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CHAIRMAN'’S STATEMENT

It is with honour and gratitude to Almighty God that |
present the Annual Report and Statement of Accounts of
the National Pension Commission (PenCom) for the year I

ended 31 December, 2008. PenCom had, during the
period under review, continued to advance the frontiers
and further entrench the fundamentals of the new
Contributory Pension Scheme (CPS) within the provisions
ofthe Pension ReformAct (PRA) 2004.

Chief Oluwale A. Adeosun, Fea, 0oN

As the apex authority saddled with the responsibility of regulating and supervising the
new pension industry, PenCom had been working round the clock within the confines of
the law with the view to ensuring that all those who worked and retired got their benefits
as and when due.

In realising the objective of enhancing and strengthening the regulatory and
supervisory function, PenCom focused on five high priority areas: enhancing corporate
governance among pension fund operators; enforcing compliance with the provisions
of the PRA 2004, especially among quoted and large companies; development of
accounting standards for the pension industry; securing pension fund investments
given the downturn in the Nigerian capital market; and the development of a corporate
plan to reposition PenCom in meeting the challenges facing the pension industry. |
would like to share with you some of our key achievements in the pursuit of these
objectives as well as the challenges for 2009.

Guidelines and Regulations were issued in the efforts at ensuring orderliness and
smooth operation of the pension industry, with emphasis on entrenching sound
corporate governance in the activities of pension fund operators. Specifically, Codes of
Ethics and Business Practices; Corporate Governance and Whistle Blowing in addition
to the Circular on Minimum Information Disclosure were issued.

The Board had designated 2008 as the “Year of Compliance®. Towards this end,
deliberate measures were embarked upon to enhance compliance with the provisions
of the PRA 2004 such as collaboration with key stakeholders, on-site inspection of
employers and the application of sanctions on erring employers. Major successes were
recorded in terms of number of registrations and transfer of pension funds to licensed
Pension Fund Operators.

The development of accounting standards for the pension industry was another key
priority area in 2008. Presently, exposure drafts are being finalised by the Nigerian
Accounting Standards Board in this respect.

Unarguably, 2008 had thrown up several challenges to the pension industry, especially
on pension fund investments. A policy response to the challenges had been the
issuance of the guidelines on retiree fund, which stipulated that retiree assets be
invested in strictly fixed income instruments. Assets of the fund were mainly in fixed
income securities in order to protect retiree assets from volatilities of other high yielding
instruments, particularly equities, allowed for the Retirement Savings Account (RSA)
portfolio. PenCom also ensured the safety, sound management and growth of pension
assets in spite of the global financial meltdown witnessed during the year that
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adversely affected pension funds generally in the world including Nigeria. This was
achieved through close monitoring of the activities of the licensed pension operators,
particularly the daily review of the RSA portfolio and monthly review of the CPFA and
AES portfolios. Corrective measures were taken when necessary to ensure the safety
ofthe pension investments.

In the quest to re-position PenCom to meet the challenges of establishing an efficient
and effective pension industry in Nigeria, a comprehensive Corporate Strategy Plan
was developed. The Corporate Strategy Plan covers the period 2008 —2013.

Indeed, the modest successes recorded by PenCom and the new pension industry in
the year 2008 would go a long way in securing the future of the Nigerian worker and
enhance the growth of the Nigerian economy by generating a pool of long time
investible funds that would boost the real sector and stabilize the economy.

Collaboration with other Government Agencies was continued during the year in an
effort to address the problems occasioned by the defunct defined benefit system for
existing pensioners who retired under the old pension system. Particularly, the
validation and enrolment of pensioners of federal parastatals was conducted in
conjunction with some key Federal Government establishments to address the
structural problems, bordering on non-payment of benefits as and when due,
associated with the pension systems operated by the parastatals.

In spite of the modest achievements recorded so far, year 2009 would pose several
challenges to the pension industry. The implementation of the PRA 2004 has
engendered several challenges that hinge on the operational environment as well as
the enabling Act such as compliance by employers and the paucity of permissible
investment universe. These therefore call for concerted efforts by all stakeholders to
reposition the industry and in so doing, review the implementation process and the
PRA 2004.

| therefore recommend this report to all stakeholders and operators of the pension
industry, captains of industry, the academia and all those interested in the welfare of the
Nigerian workers and the growth of our economy.

In conclusion, | would like to use this medium to express my appreciation and gratitude
to the Director-General, Executive Management, other members of the Board,
Management and indeed all Staff of PenCom for remaining professional and ethical in
the discharge of their duties. There is no doubt that the renewal of tenure of Board
members for another four years by his Excellency, Alhaji Umaru Musa Yar'Adua,
GCFR, President and Commander-in-Chief of the Armed Forces of the Federal
Republic of Nigeria, is a vote of confidence in the ability of PenCom and also a
challenge for more commitment and dedication to duty.

Chairman
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DIRECTOR GENERAL'’S REPORT

| am pleased to highlight the developments in the Nigerian
pension industry and the activities of PenCom for the
period ended December 31, 2008.

The Pension Industry L

The industry witnessed improved developments in various

sectors. As at the end of the year 2008, a licence each was P MUnamma 1. Ahwead
granted for Pension Fund Administrators (PFA), Pension

Fund Custodians (PFC) and Closed Pension Fund

Administrators (CPFA) that brought the total number of operators to 38, which includes
26 PFAs, 5 PFCs and 7 CPFAs. Additional approval was granted to one existing
scheme bringing the total number of Approved Existing Schemes (AES)to 19in 2008.

As at 31 December 2008, workers in the public and private sectors had opened
3,467,856 Retirement Saving Accounts (RSAs) with licensed PFAs. The membership
of the CPFAs and the AES were 26,026 and 41,134 respectively. Also, many State
Governments were at various stages of implementing the CPS.

The industry witnessed an inflow of contributions and transfer of assets from both
public and private sectors. In the public sector, the annual contributions had grown from
N70.25 billion in 2007 to N99.28 billion in 2008, which represented a growth of 41.32
percent. Similarly, private sector contributions grew from N68.34 billion in 2007 to
N80.81 billion in 2008, representing an increase of 18.25 percent. Indeed, monthly
contributions averaged N15 billion during the year where the public sector
contributions averaged N8.27 billion compared with N5.85 billion in 2007 while in the
private sector, total monthly average contributions stood at N6.73 billion compared with
N5.70 billion in 2007. The impressive increases reflect the general improved level of
compliance by employees and employers in both the public and private sectors.

The total pension fund assets in the custody of PFCs grew from N815.18 billion by the
end of 2007 to N1,098.98 billion as at 31 December, 2008, which represented an
increase of 34.81 percent. The total was made up of N471.76 billion (42.93 percent)
RSA assets, N294.62 billion (26.81 percent) CPFA assets and N332.61 billion (30.27
percent) AES assets. The bulk of the total pension fund assets were invested in three
main asset classes, namely, Federal Government of Nigeria securities, quoted stocks
and domestic money market instruments.

The Nigerian capital market, which represented one of the platforms for investing
pension funds, was hard hit in 2008 by the global economic meltdown leading to
depreciation of 26,539.44 (45.77 percent) and N3.22 trillion (31.66 percent) in the All
Share Index and Market Capitalization respectively. By implication, Nigerian investors,
including pension funds, experienced un-realized losses within the year. However, due
to the proactive and risk focused investment regulation earlier issued by PenCom that
stipulated quantitative limits on equity investments to 25 percent, only 9 percent of the
RSA assets were invested in quoted equities as at the end of 2008. Pension funds,
being long term in nature, are expected to recoup the unrealized losses incurred due to
the meltdown with the expected recovery in the capital market over time. Most of the
contributors under the CPS would not be affected by the effects of the meltdown as
‘& about 85% of the contributors were aged 50 years and below, thus, would stay in the
At
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service long enough for the market to make a full recovery before they start accessing
their retirement benefits. Furthermore, a retiree fund was created in 2008 that
demands that retiree assets can only be invested in fixed income securities such as
FGN Bonds with effect from January, 2009. This was with a view to safeguard the
pension assets of retirees from excessive risk due to the economic meltdown.

In collaboration with other Government Agencies, PenCom continued to make efforts
to address the problems occasioned by the defunct defined benefits system. Phase | of
the Pensioners' Verification Exercise was coordinated during the year under review.
Pensioners of 145 Federal Parastatals out of a total number of 400 Parastatals under
the Unified Pension Scheme were validated and enrolled during the exercise.

Regulatory and Supervisory Framework

The focus during the year under review was on establishing a sound, transparent and
credible regulatory and supervisory framework for the industry. A number of regulatory
and supervisory measures were taken which included further issuance of Guidelines
and Regulations, surveillance through both off-site and on-site supervision of
operators using risk-based methodology, securing compliance and enforcement to the
PRA 2004 by employers and the supervision of the investment of pension funds. The
consultative and collaborative approach to rule making was further sustained and
enhanced with the monthly meeting with operators to review developments and
consider policy matters affecting the industry as well as discuss issues that would
promote and guarantee the safety and the soundness of the industry. In addition,
stakeholders such as Nigerian Labour Congress (NLC), Trade Union Congress (TUC),
Nigeria Employers Consultative Assembly (NECA), and the Nigeria Union of
Pensioners (NUP) were continuously engaged on various aspects of the pension
reform.

Other Activities of PenCom

During the year under review, collaborative efforts were undertaken with the Central
Bank of Nigeria (CBN), Debt Management Office (DMO), Securities and Exchange
Commission (SEC), Federal Inland Revenue Service (FIRS), National Insurance
Commission (NAICOM) and the Nigeria Accounting Standards Board (NASB). The
collaborative activities were on issues that cut across the jurisdictions of these
regulatory/supervisory agencies such as tax and transaction costs; issuance of
guidelines and regulations especially in the areas of life insurance policy as provided
under the PRA 2004; promotion of the development of the bond market as well as the
Financial System Strategy (FSS) 2020. PenCom also participated in many inter-
Ministerial Committees on various aspects of the reform programme of the Federal
Government.

Future Outlook

The achievements recorded in implementing the PRA 2004 notwithstanding, the
challenges ahead remain enormous. After four years of implementation, the need to
review the enabling Act became obvious and hence the need for a stakeholders
Conference, which could be conducted to re—examine some of the grey areas with a
view to addressing them.
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Despite the global financial meltdown, the industry had been able to weather the storm
relatively unscathed largely due to the robust regulatory and supervisory framework
designed to adequately monitor the industry. This reinforced our faith in the proactive
and strict regulatory approach adopted that led to the review of the investment
regulation and incorporated lessons learnt from the experience to make the industry
more dynamic.

The industry has a very bright future with a stable and predictable macroeconomic
environment to the benefit of the Nigerian workers and the economy. PenCom would
continue to improve its service delivery standards and framework, intensify public
education as well as promote compliance and capacity building in the industry.

A long term strategy plan was designed to cope with the current and perceived
challenges of the industry in terms of efficiency of service delivery and effectiveness in
the regulation and supervision of the industry. This plan would be concluded and
operationalised in the coming year.

Appreciation

At this juncture, | would like to recognize the various contributions of our Chairman,
Chief O. A. Adeosun, OON, FCA and other members of the Board in ensuring that
PenCom achieved the modest successes recorded during the period under review.

The Management and the entire Staff also deserve commendation for their dedication
and commitment to duty. The two awards won by PenCom as Regulator of the year by
Thisday and Leadership Newspapers were testamentary to their hard work and
dedication to duty. Let me assure all Staff that the Management, on behalf of the
Board, would continue to motivate and provide a conducive atmosphere for higher
productivity.

In conclusion, | would like to recognize the support and collaborative efforts enjoyed
from other regulatory institutions in the financial sector, the Senate and House
Committees that supervise pension matters, our social partners and other
stakeholders within and outside the country such as the International Organisation of
Pension Supervisors (IOPS), International Social Security Association (ISSA) and
International Finance Corporation (IFC).

P O o)

Muhammad K. Ahmad
Director General
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MANDATE AND CORE VALUES

1.1  OURMANDATE

Section 14(1) of the PRA 2004 provides for the establishment of PenCom to regulate,
supervise and ensure the effective administration of pension matters in Nigeria.
Accordingly, the mandate of the Commission is to:

a) Regulate and supervise pension schemes;
b) Formulate, direct and oversee the overall policy on pension matters in Nigeria;

c) Approve, licence and supervise Pension Fund Administrators (PFAs), Pension
Fund Custodians (PFCs) and other institutions relating to pension matters;

d) Issue Regulations and Guidelines;

e) Maintain a National Data Bank on pension matters;

f) Receive and investigate complaints against PFCs, PFAs and Employers; and

a) Enforce sanctions and penalties.

1.2 COREVALUES

The core values of PenCom form an integral part of its people and culture, which are
imbibed by its staff to effectively actualise its mandate. The core values emphasize
Transparency, Responsiveness, Integrity, Proactivity and Professionalism (TRIPP).

1.2.1 Transparency

PenCom regulates and supervises a pension industry that is transparent and
accountable. Thus, its employees are required to maintain the highest ethical
standards and to create an atmosphere of mutual trust and confidence through
openness and clarity in the discharge of their responsibilities.

1.2.2 Responsiveness

Responsiveness in the discharge of responsibilities by staff is a cardinal quality. This
requires being prompt and efficient as well as imbibing the culture of timeliness and
accuracy in service delivery.

1.2.3 Integrity

Staff are expected to attain the highest level of integrity in both their personal and
official engagements. Commitment to honesty and dedication are virtues that are a
hallmark of all staff of PenCom.

1.2.4 Proactivity

Proactivity relates to commitment to creating an anticipatory and change-oriented
organisation. Thus, a desirable quality possessed by PenCom staff is the ability to act
in advance of a future situation, rather than just reacting to it.

1.2.5 Professionalism

Staff are expected to exhibit a high degree of professionalism in the discharge of their
responsibilities. In this regard, staff must be competent, accountable, respectful,
creative and above all, team players.
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1.3 PENCOM CHARTER

A tailored approach has been adopted in meeting the needs of each class of
stakeholders as demonstrated below:

Pensioners ® Timely payment of pension
m Security of pension assets

Contributors = Security of pension assets
= Ensure compliance of employers
s Ensure effective service delivery by operators

Government A safe and sound pension industry
Positive contribution to economic development

Contribution to social safety net

PenCom Staff Recognition and reward for good performance
Provision of a learning environment

Opportunities for career advancement/development
Promotion of team spirit and provision of conducive
working environment

Provision of effective communication channel

Public

Effective communication and enlightenment
® Responsible corporate citizen
® Environment friendly organization

Employers whose staff opened RSAs
Employers m  Pro-activity and responsiveness
= Ensure compliance

Employers that maintained their Existing Schemes
s Safety of pension assets and fair returns on investment
s Effective supervision

Pension Operators PFAs, CPFAs & PFCs
n Effective and efficient regulation and supervision
= Prompt regulatory and supervisory intervention
on all operators' issues
m Effective capacity development for the industry

Insurance Industry and Pension Departments
= Continuous collaboration with NAICOM for a
flourishing life insurance business
n Effective supervision of Pension Departments
s Technical support for both Pension
Departments and insurance companies in the
implementation of the CPS

National Pension
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CORPORATE ACTIVITIES

2.1 REGULATORY AND SUPERVISORY ACTIVITIES

Regulatory and supervisory activities were centered mainly along five broad areas,
namely, issuance of guidelines and regulations; surveillance of licensed operators;
ensuring compliance with and enforcement of the provisions of the PRA 2004;
supervision of pension fund investments; and maintenance of databank on pension
matters. The open, transparent and consultative nature of these activities as carried
out in the preceding years, albeit with zero tolerance for any infraction, were
maintained throughout the period under review.

2.1.1 Issuance of Guidelines and Regulations

In continuation with the efforts at ensuring orderliness and smooth operation of the
pension industry, additional Guidelines and Regulations were issued to further guide
the activities of the pension fund operators in 2008, The regulations issued during the
period are available at PenCom's website and listed hereunder:

a) Code of Ethics and Business Practices for Licensed Pension Operators: this
outlined ethical standards for the pension industry including accuracy of records and
reports, confidentiality of information, relationship between operators, and “conflict of
interest” issues.

b)  Code of Corporate Governance for Licensed Pension Operators: this set out
rules based on best practices to guide pension operators on the structures and
processes to be used towards achieving effective governance and establish overall
performance and market integrity.

c) Whistle Blowing Guideline: this was issued to protect, guide and encourage
employees and the general public to report breaches of the provisions of the PRA 2004
and regulation issued by any pension operator or employer.

d)  Circular on Minimum Information Disclosure: this was issued to provide a guide
on the minimum information to be disclosed on a PFA's website to ensure greater
disclosure and transparency by all pension operators. This was to allow all
stakeholders, particularly Retirement Savings Account (RSA) holders, to have access
to basic information regarding their RSAs in particular and the industry in general.

e) Amendment to the Regulation on Investment of Pension Fund Assets: the
Regulation on the Investment of Pension Fund Assets was revised based on market
dictates and the need to further hedge againstinherent investment risks.

fil  Guidelines on Retiree Fund: prior to the introduction of the Retiree Fund, the
assets of both retirees and active contributors under the CPS were managed as RSA
Fund, which had a portfolio that contained equities. Consequentupon the effect of the
global economic meltdown on the equity investments of the RSA Fund, the Retiree
Fund was introduced, with assets mainly in fixed income securities, in order to protect
the retiree assets from volatilities of other variable instruments (mainly equities) in the
RSA portfolio.
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2.1.2 Surveillance of the Pension Industry

Surveillance of licensed pension operators involved both on-site and off-site
examinations. Maiden on-site examination was conducted on seventeen (17) pension
operators while routine examination was carried out on another seventeen (17)
operators during the period, bringing the total number of operators examined on-site
during the year to 34. The examination, which was conducted using risk-based
framework, involved the assessment of the internal processes and controls of the
pension operators, adequacy of their ICT infrastructure, pension assets under
management and risk management regimes.

Special examinations were also conducted on two PFAs based on information
gathered from off-site analyses. The outcomes of the special examinations re-
enforced the findings of the maiden and routine examinations with regards to their
strength and performance.

2.1.3 Compliance and Enforcement Activities

A number of measures were taken to ensure compliance with the provisions of the PRA
2004 by private and self-funding public organisations. The strategies included
collaboration with key stakeholders, on-site inspection of employers, and the
application of sanctions on erring employers.

a) Collaboration with Key Stakeholders

An interactive forum was organised with the Nigeria Employers’ Consultative
Association (NECA) to further discuss the implementation of the Contributory Pension
Scheme (CPS). It also held a similar session with the Nigeria Labour Congress (NLC)
on how to enhance compliance with the PRA 2004. The interactive sessions provided
opportunities to discuss the challenges and concerns of these key stakeholders.
Similarly, collaborative efforts were made in conjunction with the Association of
Pension Operators of Nigeria (PenOp), in addressing a wide range of pension and
related matters affecting the pension industry.

b) On-Site Inspection of Employers
On-site inspection was conducted on banks, insurance companies and self funded
public sector organizations during the year. The inspection revealed the following:

(i) Banks

The twenty-four (24) deposit money banks were inspected to determine their
level of compliance with the PRA 2004 and PenCom's guidelines. As at the date
of the examination, 43,549 out of the industry's 62,095 employees had opened
RSAs. The sum of N22.82 billion had also been remitted to the RSAs while the
sum of N1.9 billion was outstanding. The examination also revealed that legacy
pension assets worth N84.05 billion were yet to be transferred to licensed
pension operators. PenCom had taken steps to ensure that the banks complied
with the PRA 2004,

As at 31 December, 2008, out of the 18,546 employees that were yet to open
RSAs, 8,350 had opened and the sum of N3.77 billion remitted to their PFAs.
Thus, only 10,195 out of the 62,095 employees in the banking sector were yet to
ﬁ 5 open RSAs. Also, out of the N84.05 billion worth of legacy pension assets,
Yl
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N63.34 billion were transferred to the licensed pension operators by the end of
2008.

(i)  Insurance Companies

The on-site inspection of forty (40) insurance companies revealed that out of
5,854 employees, 4,442 employees had opened RSAs while 1,390 were yet to
open. The sum of N1.33 billion was remitted to their RSAs while N211.59 million
had not been remitted. The insurance companies had in-house legacy pension
assets worth N689.09 million that were yet to be transferred to the licensed
pension operators. This is in addition to third-party pension assets worth N9.12
billion that were under their management as well as N8.69 billion belonging to
public sector organisations under the Unified Pension Scheme. However, effort
was maintained to ensure the transfer of these pension assets to licensed
pension operators.

(iii) Federal Government Self-Funding Agencies

On-site inspection was also conducted on ten (10) Federal Government self-
funding Agencies. The inspection revealed that out of the agencies' 14,118
employees, 12,525 had opened RSAs. The sum of N4.04 billion had also been
remitted to the employees’ RSAs while N2.23 billion was outstanding. Similarly,
legacy assets worth N22.31 billion were yet to be transferred to licensed
pension operators. The respective agencies were engaged to ensure the
transfer of the assets before the end of the 2" quarter of 2009.

(c) Sanctions

The implementation of the sanctions regime commenced during the year under review.
Eight hundred and seventy four (874) organisations were cautioned for failure to
respond to enquiries while monetary penalties were imposed on eighty (80)
organisations that failed to comply with the provisions of the PRA 2004. Similarly, a
public censure was conducted on ninety (90) organisations that failed to comply with
the provisions of the PRA 2004 by publicising their names in some national dailies.
PenCom commenced the necessary steps for legal action against organisations
violating the provisions ofthe PRA 2004,

2.1.4 Resolution Activities

Resolution activities were focused on Trustfund Pensions Plc with respect to
determination of liabilities of the NSITF Scheme and modalities for the transfer of the
scheme assets to beneficiaries' RSAs.

(a) Handover of Trustfund Pensions Plc
Due to some concerns over the way Trustfund Pensions Plc was being
managed, the entire management was asked to step aside and an Interim
Management Committee (IMC) was appointed to run the affairs of the PFA.
However, following the stabilisation of the PFA by the IMC and the nomination of
new management by shareholders, the affairs of Trusfund Pensions Plc were
handed over to the shareholders on 18 January, 2008.
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(b) Transfer of Pension Assets to Custodians of Trustfund Pensions Plc

The PRA 2004 provided that all pension funds and assets held and managed by
NSITF prior to the commencement of the CPS shall be transferred to a PFA
(Trustfund Pensions Plc) which shall manage the assets for five years before
transferring same to the RSAs of the NSITF contributors. In this respect,
significant progress was achieved in 2008 in transferring the accumulated
pension assets under the NSITF Scheme to the Management of Trustfund
Pensions Plc, which is the PFA established by NSITF. Consequently, assets
worth N47.46 billion, had been effectively transferred to Trustfund's PFCs.
PenCom and Trustfund Pensions Plc had been liaising with NSITF, Registrars
and stockbrokers to ensure the effective transfer of the outstanding assets.

(c) Determination of Liabilities of NSITF Fund

Updating the records of 2.3 million NSITF members' contributions that would be
transferred to their RSAs by July, 2009 commenced during the year under
review. From an estimated 2.3 million contributors to the NSITF Fund, a data
base for 1.44 million contributors was established. As part of the effort to
establish the Fund's liabilities, Trustfund Pensions Plc had issued statements of
accounts to contributors of the NSITF Fund. In addition, advertisements had
been placed in some national dailies in conjunction with Trustfund Pensions Plc
requesting contributors to the NSITF Fund to provide any useful information that
would facilitate updating their records ahead of the July, 2009 date.

2.1.5 Supervision of Investment of Pension Assets

The review of the investment valuation reports submitted by pension operators
continued during the year under review. Reviews were conducted on daily and monthly
basis for the daily and monthly valuation reports respectively. The routine reports
availed PenCom the opportunity to monitor pension fund investments to ensure
compliance with investment and valuation regulations as well as taking prompt
corrective actions where necessary.

2.1.6 Maintenance of Data Bank on Pension Matters

One of the statutory functions of PenCom is the establishment and maintenance of a
Data Bank on all pension matters in the country. As part of the continuous effort to
strengthen the maintenance of a Data Bank on pension matters, the Contributor
Registration System (CRS) was deployed in the year 2008. The CRS was designed
and developed to accept a minimum set standard of biometric data before generating
PINs. The CRS had stabilised after some challenges experienced due to
environmental settings by the PFAs and the uploading of biometric data.

2.2 PENSION OPERATORS'FORUM

The monthly Pension Operators’ Forum continued during the year. The Forum
provided a platform under which views were shared on policy issues affecting the
pension industry. This helped in maintaining greater understanding between PenCom
and licensed pension operators as well as assisted in nurturing ideas that would ensure
the safety of pension assets and the general effectiveness of the industry.
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2.3 OTHERACTIVITIES OF PENCOM

2.3.1 Office ofthe Commission Secretary/Legal Adviser

In 2008, the Office of the Commission Secretary/Legal Adviser arranged, facilitated
and coordinated meetings of the Board and its various Sub-Committees, the Executive
Committee (EXCO), Management Consultative Committee (MCC) and other meetings
with stakeholders. The management and policy decisions from these meetings were
communicated via "Excerpts” to the relevant Divisions, Departments and Units for
necessary implementation in addition to the provision of any legal support they
required.

The Department was engaged in the review, drafting and vetting of Agreements and
other legal instruments between PenCom and its vendors, and among pension
operators inter se. Aside from handling litigations, notices and court processes served
on PenCom, the Department also liaised with external solicitors to resolve pending
claims and monitored pending litigations. In a similar manner, the Department
supported the effort of State Governments in the country on the adoption of the CPS
through comprehensive reviews of pension legislations of each state. The Department
also rendered advice and attended meetings with officials of State Governments in
charge of pension matters.

2.3.2 Internal Audit Department

The Internal Audit Department conducted prepayment and post payment audit of all
financial transactions and the routine checking and verification of PenCom assets. The
Department also monitored the security systems put in place to ensure that the assets
were not exposed to undue risk. Other activities carried out by the Department included
conducting the quarterly review of financial statements prepared by Finance
Department to ensure that the accounting statements were in accordance with
accounting policies and standards as well as verifying the accrued rights/contributions
of workers to their respective RSAs as computed by the MNational Databank
Department.

2.3.3 Communications and Public Affairs Department

The Department fostered cordial relationship with the media by ensuring full coverage
of PenCom's activities and sustaining its good corporate image as well as promoting
enlightenment campaigns through both the print and electronic media. The
Department also facilitated the placement of advertisements and public notices in both
the print and electronic media.

2.3.4 Management Services Department

The Management Services Department continued to provide human, material and
other logistics support for the smooth operations of PenCom as well as facilitated the
harmonization of its procurement policy in line with the Public Procurement Act of 2002
to ensure compliance with due process in all procurement activities.

Also, as a result of the collaborative agreement with the West African Institute for
Financial and Economic Management (WAIFEM), five (5) staff attended four (4)
training progammes organized by WAIFEM in Nigeria in 2008. A total of 181 out of the
185 staff of PenCom attended 407 local training programmes, while 37 staff attended
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63 overseas courses. This was a demonstration of PenCom's commitment fo
continuous capacity building of its staff and indeed that of the pension industry.

2.3.5 Information Technology Department

The Information Technology Department continued to play a vital role in the realization
of the mandate of PenCom to maintain a National Data Bank on pension matters in the
country. To this end, the Department facilitated the design and implementation of state-
of-the-art ICT facilities, enhanced connectivity with the licensed pension operators and
implemented PenCom's CRS Application.

Furthermore, given that PenCom runs an automated system, the Department provided
IT support services to all Departments, such as the provision of Internet and Intranet
facilities that enhanced communication and data exchange among the Departments.

2.3.6 Finance Department

A major function of the Finance Department is the maintenance of complete, accurate
and reliable financial records of PenCom as well as managing the funds of the
Commission. In discharging this mandate, the Department prepared the budget for
2008, which was submitted to and approved by the Board in compliance with Section
24 of the PRA 2004. Similarly, during the year, the Department initiated the re-
engineering of the budget process to ensure greater efficiency and effectiveness as
well as the remittance of pension contributions of FGN employees to the appropriate
PFCs. The Department also facilitated the external audit of 2007 Statement of
Accounts.

2.3.7 National Data Bank Department

The National Data Bank Department is charged with the responsibility of establishing
and maintaining a comprehensive and up-to-date database on all pension matters
including the registration of all contributing employees. Within the year, the Department
generated 141,359 employer codes to enable PFAs generate PINs for employees of
private sector organisations that commenced implementing the CPS. Furthermore, the
Department transferred the pension contributions of FGN employees into their
respective RSAs as well as carried out the verification, validation and remittance of
accrued benefits, for services rendered under the old scheme, into the RSAs of FGN
employees who retired in 2008.

The Department also computed the severance benefits of 44,180 disengaged
employees of Federal Government Parastatals and that of 45,170 disengaged
employees of MDAs. Thus, the cumulative number of disengaged employees whose
benefits were computed was 89,350 as at 31 December, 2008.

2.3.8 Policy and Regulation Department

During the year 2008, the Department drafted and issued two (2) additional guidelines,
three (3) Codes and four (4) Circulars to guide pension operators in the implementation
of the CPS. Other activities carried out by the Department in the period under review
included following up on pensioners complaints with the Pension Departments in the
public sector; and the constitution of an inter-departmental Committee comprising
representations from each of the Pension Departments whose activities culminated in
N, the development of a draft guideline for operations of the Pension Departments.

.'iﬁs

Hational Pension =
Commission 2008 annuvaL reror T [IEND



Furthermore, in order to encourage greater buy-in and adoption of the new CPS, the
Department initiated and coordinated courtesy visits to the Governors of the 36 States
of the Federation. The visits provided insights into the implementation efforts of the
CPS by the State Governments and proffered suggestions on how to encourage buy-in
by the States. By the end of 2008, 10 State Governments had passed laws adopting the
CPS while 12 States had prepared and presented bills to their respective Houses of
Assembly. In addition, while 9 State Governments were at various stages of legislation
tointroduce the CPS, 5 States were yet to commence any action.

The Department also coordinated the Phase | of the verification of pensioners of the
FGN Parastatals who retired under the Unified Pension Scheme. The exercise, which
covered 145 parastatals under the Ministries of Health and Education (including
Federal Universities), was supervised by PenCom in conjunction with the Budget
Office of the Federation, Office of the Auditor General of the Federation and Office of
the Accountant General of the Federation. The objectives of the exercise were to
ascertain the exact number of pensioners and the quantum of benefits owed the
pensioners of the concerned Parastatals.

2.3.9 Resolution and Enforcement Department

The Department implemented various strategies to ensure compliance by both private
and public sector organisations, which included public enlightenment, on-site
inspection of employers and application of sanctions. Steps had been taken by the
Department to further improve on the level of compliance by all employers and
employees covered by the CPS.

2.3.10 Surveillance Department

During the year under review, the Department conducted routine and maiden
examinations of pension operators and evaluated applications for licences by
prospective organisations. The examinations were risk-based such that significant
risks associated with activities and challenges of operators as well as mitigants to such
risks were identified. Operators were made fully aware of these risks and were
supported in using the mitigants effectively. The Department also organised
consultative meetings with pension operators in furtherance of the need to maintain the
consultative philosophy of PenCom.

2.3.11 Research and Corporate Strategy Department

The Research and Corporate Strategy Department coordinated the development of a
Corporate Strategy Plan for PenCom during the year under review. The development
of the Corporate Strategy Plan was to enable the re-positioning of the regulator and the
entire pension industry in the light of new challenges and the dynamics of the Nigerian
economy in general.

A major activity of the Department in 2008 was the production of the 2007 Annual
Report. The Department also conducted reviews of the pension industry and provided
technical support to other Departments. Similarly, the Department maintained the
pension industry records; presented papers at enlightenment and public education
seminars; drafted position papers for the executive management; and served as the
Secretariat for SERVICOM activities in PenCom. PenCom's Ministerial SERVICOM
Unit (MSU)was adjudged the bestin the country in year 2008.
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2.3.12 Risk Management Department

The Department conducted the review of periodic valuation reports submitted by
pension operators on the investment of pension funds to ensure compliance with the
regulations on investment and valuation of pension fund assets. Similarly, the
Department carried out a review of the Regulation on Investment of Pension Fund
Assets based on market realities and the need to further hedge against inherent risks.
This enhanced per issue and per issuer exposure of pension funds to certain
investment outlets based on credit ratings. Implementation of the revised Regulation
had already commenced during the year under review.

The Department drafted the Guideline on Retiree Fund that would allow retiree assets
to be invested in fixed income instruments only as well as participated in drafting the
Regulations on Annuity that was jointly developed by PenCom and the National
Insurance Commission (NAICOM) that was scheduled to be issued in 2009.

2.3.13 Sensitization Seminars/Workshops and Public Enlightenment

As part of the public awareness and education on the workings of the CPS, various
seminars, workshops and conferences were organised by PenCom or in conjunction
with some public and private sector organisations. The sensitization activities included
the following:

(i) Interactive session with the Central Working Committee of the NLC on how to
enhance compliance with the PRA 2004. The session provided an opportunity
to discuss the challenges and concerns that might be peculiar to members of
the NLC;

(ii) Workshop on the implementation of the Regulation on the Administration of
Retirement/Terminal Benefits;

(iii) Compliance Officers’' Workshops;
{iv) Sales Agents Workshops; and

(v) Fifty-five other sensitization seminars, workshops and conferences across
the country.

2.3.14 Collaboration with National Accounting Standards Board

Collaboration efforts with National Accounting Standards Board (NASB) continued in
the efforts to develop accounting and financial reporting standards for the pension
industry. Already, the International Accounting Standard (IAS) 26 had been reviewed
and would be adopted into the revised Statement of Accounting Standards (SAS) 8.
Similarly, Parts | and |l of the NASB adopted exposure draft 31 had been reviewed and
would be incorporated into the Statement of Recommended Practice for Public Sector
Pension.

2.3.15 BondMarket Steering Committee
PenCom had actively participated in the Bond Market Steering Committee that had
been working to ensure speedy development of the Nigerian Bond Market. The
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Committee made various recommendations thatincluded the following:
a) State Government and Corporate bonds should be granted same/similar
concessions as FGN bonds through tax waivers.

b) Transaction costs in the bond market should be reduced.

Some of these recommendations are already receiving positive consideration from the
relevant authorities and agencies.

2.3.16 Presidential Committee on Affordable Housing

Membership was maintained in the Presidential Committee on Affordable Housing and
the Implementation Sub-Committee. The Committee had presented its report and
recommendations to Mr. President during the year, in which it recommended, among
others, a National Housing Policy.

The Implementation Sub-Committee drew up the implementation work plan for the
purpose of implementing the recommendations of the main Committee. These
recommendations had already spurred various initiatives by the Federal Government
and its relevant agencies in the area of land reforms amongst others.

2.3.17 Financial Services Regulation Coordinating Committee

PenCom also participated in the activities of the Financial Services Regulation
Coordinating Committee (FSRCC), which was resuscitated during the year. The
FSRCC is the inter-agency body dealing with matters of common interest to regulatory
and supervisory authorities in the Nigerian Financial Services Industry.

2.3.18 Membership of Professional Organisations

Membership was maintained in two international pension supervisory associations,
International Social Security Association (ISSA) and International Organisation of
Pension Supervisors (IOPS). The membership had accorded PenCom the opportunity
to benefit from the various supervisory and regulatory experiences of other members of
the two associations particularly, in the establishment of standards for regulation and
supervision of the pension industry; issues of policy and research; data collection and
analysis; and capacity building.
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THE PENSION INDUSTRY

3.1 THEOPERATING ENVIRONMENT

The global economic meltdown, which manifested in the year and its adverse
consequences on the Nigerian economy, posed serious challenges to the pension
operating environment as the Nigerian capital market came under continuous stress
with decline in stock prices throughout the year.

3.1.1 Macroeconomic Developments

The global economic and financial crisis notwithstanding, Nigeria witnessed a growth
rate of 6.77 percent in 2008, which reflects a marginal increase of 0.37 percent against
the growth rate of 6.40 percent recorded in 2007, That was a positive development for
the pension industry because growth in economic activities is expected to drive other
fundamentals that would propel the growth of the pension industry.

However, the inflationary pressure as witnessed between June and December 2008
was a major challenge to retirement benefits and investment of pension assets. The
inflation rate of 15.1 percent had negatively affected the rate of return on pension fund
investment. The high rate of inflation also manifested in real high prices of both food
and non-food items during the year, thus generally reducing the purchasing power of
Nigerian citizens including pensioners.

3.1.2 Developments inthe Nigerian Stock Market

The Nigerian capital market, which represents one of the platforms for investing
pension funds, was affected by the global economic meltdown beginning from March,
2008. Prior to this period, the Nigerian capital market was highly rated and became
quite attractive to investors and speculators because of the magnitude of returns on
investment it offered. For example, the All-Share Index, which is one of the measures of
stock market performance, steadily increased from 23,844.45 points at the end of
December, 2004 to 57,990.22 points by December 2007. Similarly, market
capitalization increased from N1.93 trillion at the end of December 2004 to a whopping
MN10.18 trillion at the end of December 2007 and peaked to about N12 trillion at the end
of February 2008. However, from March, 2008 there emerged a stock market
meltdown in Nigeria that resulted in a bearish trend in the market for ten consecutive
months. The All-Share Index declined to 31,450.78 as at the end of December 2008
while market capitalization closed at N6.96 trillion as at the same period. By the end of
December 2008, investors including Pension Funds had experienced an unrealised
loss estimated at N3.22 trillion, amounting to about 32 percent erosion in market
capitalization from its level at the end of 2007. The consequence of the foregoing was
diminishing value in equity investment that resulted in unrealised losses by pension
funds.

3.1.3 Developments inthe Bond Market

The Federal Government of Nigeria issued five (5) bonds between January and
December, 2008, with a total value of about N492 billion out of which pension funds
allotment was about N277 billion (about 6 percent). The maturity profiles of the
instruments in the portfolio were mainly of three-year, five-year, and ten-year tenors. A
twenty-year tenor bond was also issued in November, 2008. The average yields on the
three-year, five-year,ten-year and twenty-year tenors ranged between 9 percent and
15 percent. The bond market provides another safe and secured outlet for investing
pension funds as the long-term impact of the financial crisis on the bond market
appeared negligible.
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The Nigerian corporate bond market is virtually non-existent largely due to factors
attributed to the non-availability of corporate debt instruments in addition to the high
cost of issuing debt and the lack of tax incentives. However, the implementation of
some aspects of the recommendations of the Bond Market Steering Committee set-up
by the Federal Government had positively affected the Corporate Bond Market with the
issuance of a Real Estate Investment Trust (REITs) by a corporate body. Already
pension funds had been invested in this instrument.

3.1.4 Developments inthe Money Market

The financial system continued to witness market-driven interest rate regime even as
the Central Bank of Nigeria applied the Monetary Policy Rate (MPR) as the nominal
anchor for all interest rates. The MPR fluctuated throughout the year from 10 percentin
January to 10.25 percent and 9.75 percent in June and December respectively. While
the average savings deposit rate was about 3 percent, the maximum lending rate was
about 20 percent thereby creating savings-maximum lending rate spread of about 17
percent in the year. Apart from a scenario of disincentive to savings, the real sector of
the economy was also affected by high cost of borrowing that tended to affect the level
of business expansion and profitability. High cost of funding in the real sector could
dampen economic activity, and hence lead to fall in the rate of compliance with the CPS
by employers.

The money market equally faced serious challenges in 2008 as most of the rates
offered in the market were well below the rate of inflation. For example, while the inter-
bank offer rate (NIBOR), which fluctuated throughout the year was 14 percent, the
average term-deposit rate was 11 percent in year 2008. Thus, with inflation rate at 15
percent in December 2008, the inter-bank offer rate, savings deposit rate and average
term-deposits rate were negative in real terms. That was the condition under which
pension fund assets were invested in money market instruments in the year.

3.2 ISSUANCE OF LICENCE

In 2008, a licence each was granted for PFA, PFC and CPFA as well as an approval for
continuation of an Existing Scheme. This brought the total number of licensed pension
operators to 38 as at 31 December, 2008 while cumulatively, 19 existing schemes were
approved for continuation as at the same date. The breakdown of these licences and
approvals is givenin Table 3.1.

Table 3.1: Licences Issued and Approvals Granted

Type Number of Licences/Approvals granted
2006 2007 2008 Total
Pension Fund Administrators 13 12 1 26
Pension Fund Custodians 4 - 1 5
Closed Pension Fund Administrators 4 2 1 7
Approved Existing Schemes 6 12 1 19
Total 27 26 4 57

A comprehensive list and contact details of the licensed operators is provided in
part five of this Report.

&
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3.3 REGISTRATION OF CONTRIBUTORS

The public sector maintained the lead in the number of RSAregistrations. However, the
rate of registration was higher in the private sector due to the enhanced compliance by
employers in this sector. For example, the rate of compliance increased from 8,080
employers as at 31 December 2007 to 149,439 employers as at the end of 2008. This,
no doubt, had contributed immensely to the number of private sector employees that
opened RSAs in 2008. On the other hand, not much had changed in the membership of
CPFA and AES Schemes as the respective schemes were exclusive to only employees
of the sponsoring organisations.

3.3.1 Membership of RSAs

Total RSAregistration by PFAs for both the public and private sectors was 3,467,856 as
at 31 December 2008, which showed an increase of 924,678 (36.4 percent) over the
2007 figure. The public sector accounted for 2,201,337 (63.5 percent) of the total
registration while the private sector accounted for 1,266,519 (36.5 percent), which
represented increases of 25.64 percent and 60.19 percent respectively over their levels
in 2007. Acomparative breakdown of the registration figures is shown in Figure 3.1.
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Figure 3.1: RSA Registration by Sector

The chart reveals more compliance by the private sector as average monthly growth
rate of registration in that sector was 5.27 percent in 2008, which was relatively higher
than the average growth rate of 3.04 percent in the public sector over the same period.
However, the growth rate was below the 2007 rates of 5.74 percent and 5.76 percent
recorded by the private and public sectors respectively.

Table 3.2 shows a further breakdown of the registration figures by gender indicating that
male RSA holders were still higher than their female counterparts. Similarly, the male
RSA holders had grown by 39.73 percent during the year while female RSA holders
grew by 28.32 percent.
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Table 3.2: RSA Registration by Age Grouping in 2008

Public Sector Private Sector Total Grand Total
Age Range Male Female  Male Female Male Female Number Percentage
Less than
30 yrs 271,918 100,107 245960 92,824 517878 192931 710,809 20.50
30 - 40 yrs 483,129 243,582 400,341 119,135 883470 362,717 1,246,187 35.94

41-50yrs 460,140 242938 235001 43,878 695141 286816 981,957 28.32
51-60yrs 264,334 101289 94421 9932 358,786 111,221 469,976 13.55

61- 65 yrs 23046 4830 13684 2,008 36370 6838 43,568 1.25
Above65yrs 6,788 1685 5660 1,227 12448 2912 15,360 0.44
Total 1,509,355 694,431 995,067 269,004 2,504,422 963435 3,467,857 100.00

The table also shows that about 85% of the RSA holders were aged 50 years and
below, thus, the industry assets would increase in terms of size and value as these RSA
holders continue to make contributions while they remain in employment. Similarly, as
this class of RSA holders may not retire until the next 5 to 10 years and more, most of
them would access their retirement benefits after partial or full recovery of the capital
market, thus minimizing the impact of the meltdown on their benefits. However, it will be
seen from the table that the number of contributors with 40 years or less had dwindled
by 0.56 percent below the level in 2007 indicating a slight move of contributors towards
higher age brackets and hence towards retirement. In particular, age brackets “51—-60
years” and “61 — 65 years” had increased by 1.38 percent and 0.7 percent above their
levels in 2007 respectively. Similarly, age bracket “above 65 years” increased by 0.1
percent. Thus, the number of contributors above 40 years constituted 43.56 percent,
which was slightly higher than the 43 percent recorded in 2007. The gradual movement
of registered contributors towards retirement is a signal that eventual access o
retirement benefits would increase.

The number of RSA holders is expected to increase as more private sector employers
implement the CPS. Also, the recently Promulgated Public Procurement Act that
requires potential contractors to show evidence of pension compliance would compel
some employers, especially in the private sector, to embrace the laudable CPS thereby
increasing the number of registration.

3.3.2 Membership of CPFAs and AES

The total members of the seven (7) licensed CPFAs and nineteen (19) AES were
26,026 and 41,134 as at 31 December, 2008 respectively. The breakdown of the CPFA
and AES members is presented in Tables 3.3 and 3.4 respectively and they remained
the staff and pensioners of the organisations sponsoring the schemes.

Table 3.3: Membership of CPFAs in 2008

Enrolment Type Total Percentage (%)
Active Members 20,692 79.51
Current Pensioners 5,208 20.01
Deferred Pensioners 126 0.48
Total 26,026 100.00

'ﬁgf Mote: Deferred pensioners are pensionable retirees who are not eligible to start drawing pension until they reach a cerain
age in accordance with scheme rules
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Table 3.4: Membership of AES in 2008

Enrolment Type Total Percentage (%)
Active Members 25,150 61.14
Current Pensioners 14,601 35.50
Deferred Pensioners 149 0.36
Dependants 1,234 3.00
Total 41,134 100.00

Note: Dapandants are protégés of deceased pensionars.

3.4 PENSIONCONTRIBUTIONS

The total pension contributions by RSA holders as at 31 December 2008 stood at
N429.36 billion. This is made up of N257.18 billion (59.90 percent) public sector
pension contributions and N172.18 billion (40.10 percent) private sector pension
contributions as shown in Tables 3.5 and 3.6 respectively.

Table 3.5: Public Sector Pension Contributions

Amount Percentage of Total
Year (N billion) (%)
2004 15.60 6.07
2005 34.68 13.48
2006 37.38 14.53
2007 70.25 27.32
2008 99.28 38.60
Total 257.19 100

The public sector contribution included N5.72 billion and N17.52 billion made by the
States and self-funding FGN agencies respectively. Table 3.5 further revealed that
year 2008 accounted for the highest public sector pension contributions since
inception, accounting for 38.60 percent of total public sector pension contributions to
date. This could be attributed to the payment of contribution arrears as a result of the
increase in the salaries of the FGN employees. The average monthly pension
contribution for the public sector was N8.27 billion during the year compared with
N5.85 billion in 2007.

Table 3.6: Private Sector Pension Contributions

Amount Percentage of Total
Year (N billion) (%)
2004 - -
2005 - -
2006 2303 13.37
2007 68.34 39.69
2008 80.81 46.93
Total 172.18 100
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The private sector pension contribution amounted to N80.81 billion during the year
bringing the cumulative total pension contribution to N172.18 billion as at 31
December 2008. This showed an increase of 18.25 percent over the pension
contributions in the preceding year. The sector recorded a 32.7 percent increase in
average monthly pension contribution from N5.70 billion in 2007 to N6.73 billion in the
year under review. This further attested to improvement in the level of compliance by
the private sector.

3.5 INVESTMENT OF PENSION FUNDS

3.5.1 Industry Portfolio Analysis

Based on the un-audited valuation reports of the RSA, CPFA and AES funds submitted
to PenCom, the total pension assets under the management of PFAs and CPFAs was
N1,098.98 billion as at 31 December, 2008. This is made up of N471.76 billion (42.93
percent) RSAassets, N294.62 billion (26.81 percent) CPFA assets and N332.61 billion
(30.27 percent) AES assets.

The value of total pension fund assets grew by 34.81 percent, from N815.18 billion as
at 31 December 2007 to N1,098.98 billion as at 31 December 2008 as shown in Table
3.7. The values of RSA and CPFA Funds increased significantly by 69.52 percent and
45.39 percent respectively while AES Funds declined in value by 0.49 percent during
the review period following their level of exposure to equities, which declined in 2008
due to the economic meltdown.

The pension assets were spread over seven (7) main asset classes, namely: Ordinary
Shares; Government Securities; Money Market Instruments; Corporate Debt

Securities; Mutual Funds; Real Estate; and Unquoted Securities. The portfolio is
presented in Table 3.7 hereunder.
Table 3.7: Portfolio of Pension Assets under Management
2008 2007

Asset Class Amount Percent Amount Percent

~ (N billion) (N billion)
Ordinary Shares 222,77 20.27 243.44 29.86
Federal Government Securities 350.82 3192 279.74 34.32
Corporate Debt Securities 15.12 1.38 0.24 0.03
Money Market Instruments 349.69 31.82 186.01 22.82
Mutual Funds 9.03 0.82 4.46 0.55
Real Estate Property 125.13 11.39 79.08 8.70
Unquoted Securities 6.86 0.62 4.43 0.54
Others 19.57 1.78 17.79 2.18
Total Pension Assets 1,098.99 100.00 815.19 100.00

The changes recorded during the year were significant not only in the total assets but in
the composition of the portfolio as well. This can be noted in ordinary shares and FGN
securities that dropped in their percentage shares from 30 percent in 2007 to 20
percent and from 34 percent to 32 percent respectively. Meanwhile, Money Market
Instruments and Corporate Debt Securities had their percentage shares increased
from 23 percent in 2007 to 32 percent and from 0.03 percent to 1.38 percent
respectively. The changes are presented in Figure 3.2 below.
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Figure 3.2: Portfolio ofPensIun Funds

The exposure of pension funds (in both equities and money market instruments) to the
banking sub-sector as shown in Table 3.8 amounted to N430.98 billion, which is
equivalent to 39.22 percent of total pension fund assets and the highest amongst all
sub-sectors. This was followed by Beverages, N42.44 billion (3.86 percent); and
Petroleum Marketing, N15.68 billion (1.43 percent). The table portends a
concentration risk in the banking sub-sector.

Table 3.8: Pension Fund Investments in Major Sub-Sectors as at 31 December, 2008

Ordinary Money Market Total
Shares Instruments

SECTORS Amount Amount | Amount % of Total

(N billion) (N billion) | (N billion) Pension Assets
Banking 121.M 349.69 471.40 42.89
Food/Beverages/Tobacco 4244 - 4244 3.86
Petroleum Marketing 15.68 - 15.68 143
Conglomerates 10.13 - 10.13 0.92
Insurance 9.52 - 9.52 0.87
Building Materials 499 - 499 0.45
Real Estate 4.81 - 4.81 0.44
Total 209.28 349.69 558.97 50.86

The economic meltdown adversely affected the Nigerian Capital Market leading to
depreciation of 45.77 percent and 31.66 percent in the Nigerian Stock Exchange
(NSE) All Share Index and market capitalisation respectively in 2008. This invariably
affected the Nigerian pension industry leading to unrealised losses of N33.02 billion,
which is equivalent to 7 percent of the total RSA pension assets under the
management of PFAs as at the end of 2008. This performance was however, relatively
better when compared with results reported by Pension Funds in some Latin American
and European countries in which losses ranged from 30 percent to 50 percent. In
addition, there was growing significance as percentage of the pension assets to GDP
(determined at market prices) had grown in the last three years (see Figure 3.3).
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Figure 3.3: Pension Assets as a Percentage of GDP

The figure demonstrates the growing importance of pension funds to national
development. It also shows the deepening of the pension industry and its growing
capability to provide funding for the real sector and other developmental projects in
Nigeria.

3.5.2 RSAPortfolio Analysis

The value of RSA fund assets increased from N278.30 billion as at 31 December 2007
to N471.77 billion as at 31 December 2008, signifying a net growth of N193.47 billion
(69 percent). The comparison of the RSA portfolios as at the end of 2007 and 2008 is
givenin Table 3.9.

Table 3.9: Portfolio of RSA Funds

2007 2008

Amount % of Total | Amount % of Total| Percentage
ASSET CLASSES (N billion) (N billion) Change
Ordinary Shares 43.39 15.59 43.04 912 -0.81
Government Securities 166.61 59.87 263.03 55,75 57.87
Corporate Dept Securities 0.00 0.00 1.07 0.23 100.00
Money market instruments 59.18 21.26 150.30 31.86 153.97
Mutual funds 2.18 0.78 2.1 0.57 23.94
Others 6.94 249 11.62 246 67.44
Total 278.30 100.00 4m1.77 100.00 69.52

Government securities had the highest proportion, constituting 56 percent of total RSA
assets in 2008 followed by money market instruments with 32 percent in the same
year. It was the first time PFAs invested in corporate debt securities, though it
accounted for the lowest proportion (0.23 percent) in the year. Ordinary shares was
the only asset class that had negative change, which was due to the unrealised losses
recorded by this asset class following the effects of the global economic meltdown.
The year witnessed a surge in PFA investments in Money Market Instruments and
Government Securities as a diversification strategy against the troubled equity
investments.
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The growth in the RSA assets was mainly accounted for by new contributions of
MN180.08 billion and returns on investment of N34.68 billion. This was however,
depressed by unrealised losses on equity investments due to the economic meltdown.
A total of N11.92 billion contributions of FGN employees accumulated during the year
but un-remitted was invested by CBN in FGN securities. This un-remitted amount
contributed to the growth of total pension assets during the year as shown in Table 3.10.

Table 3.10: Growth of RSA Funds

Factors of Growth 2007 2008

(N billion) (N billion)
Market Appreciation on Equities/Equity Funds 8.40 {33.21)
Interest Income/Dividends 11.24 34.68
New Contributions’ 96.74 180.08
Un-transferred Contribution at CBN 39.03 11.92
Total 155.41 193.47

"these were contributions remitted into RSAs during the year from both public and
private sectors

The quantitative limit of 25 percent on equity investments provided by the Regulations
on Investment of Pension Funds had ameliorated the effect of the economic meltdown
on pension fund assets in Nigeria. A similar situation was experienced in Germany,
which is a major Organisation for Economic Cooperation and Development (OECD)
country that adopted a rather safe approach of high allocations in fixed income
securities in order to protect their pension assets. In contrast, pension funds in other
jurisdictions such as Ireland lost 30 percent of their value in 2008 due to their high
exposure (66 percent) to equity investments that were adversely affected by the
economic meltdown.

It is important to note that the losses recorded by pension operators on the equity
investments were unrealised, which would only become actual losses when the
operators dispose of such investments. It is expected that the stock market would
rebound within a period of 3 — 5 years, which is the typical cyclical cycle of the stock
market, stock prices would appreciate and would lead to recouping all previous
unrealised losses.

3.5.3 CPFAPortfolio Analysis

The value of total CPFA fund assets increased by N91.98 billion (45 percent) from
N202.63 billion as at 31 December 2007 to N294.61 billion as at 31 December 2008 as
shown in Table 3.11. The growth was due mainly to transfers of pension fund assets
valued at N67 billion by two newly licensed CPFAs; new contributions/funds injection of
MN16 billion by scheme sponsors; revaluation of real estate investments amounting to
MN15 billion; and returns on investment of about N10 billion. However, following the
economic meltdown, the growth was moderated by unrealised losses on equity
investments amounting to 11.3 percent of the CPFA portfolio value. The huge
unrealised loss was due to the relatively high level of exposure of the fund to the stock
market beyond the 25 percent limit allowed for RSA funds. The PRA 2004 allowed
CPFAs to retain their investment structure and policy and thus not strictly subjected to
the guidelines on pension fund investments and the scheme sponsors were also
required to finance any funding gap within the period stipulated by the PRA2004.
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Table 3.11: Portfolio of CPFA Funds

December 2007 December 2008

Asset Classes Amount % of Total Amount Y%ofTotal | Percentage

(N billion) (N billion) Change
Ordinary Shares 58.76 29.00 33.87 11.50 -42.36
Government Securities 49.04 24.20 56.68 19.24 15.58
Corporate Dept Securities 00.00% 0.00 13.14 4.46 100.00
Money market instruments 56.08 27.68 106.12 36.02 89.23
mutual funds 1.85 0.9 3.36 1.14 81.62
Real Estate Properties 28.76 14.19 73.59 24 98 155.88
Unguoted Equities 2.08 1.03 4.45 1.51 113.94
Others 6.06 299 34 1.15 -43.89
Total CPFA Assets 202.63 100.00 294.61 100.00 45.39

The portfolio of CPFA Funds is composed of seven core asset classes and largely in
domestic instruments. However, there were placements in foreign equities and money
market instruments totalling N19 billion, which was equivalent to 6.6 percent of the total
value of the CPFAFunds. The foreign investments were made prior to the enactment of
the PRA 2004 and CPFAs were allowed to maintain such investments in their portfolio.
In view of the unrealised losses on equity investments as earlier noted, there was a
general “flight from equity investments” and re-direction of investments to fixed income
securities particularly, Government Securities (FGN bonds), corporate debt securities,
and money market instruments and also real estate.

The CPFA portfolio was adequately diversified as their exposure to the banking sub-
sector (both equities and money market instruments), which was the highest, was only
8 percent of the total portfolio value. After a complete divestment from corporate debt
securities by the end of 2007, there was reinvestment in these securities in 2008
amounting to 4.46 percent of portfolio value.

Most CPFA Funds that concentrated their investments in money market instruments
and FGN Bonds were not only insulated from the high unrealised losses on equity
investments but also provided them with higher interest incomes on their fixed income
investments. The year-on-year returns of the CPFA Funds were between negative
1.16 percent and 12 percent with an outlier of one CPFA Fund that had negative 59
percent onits existing “Old Fund” due to its huge equity investments.

In respect of CPFA and AES Funds, which are mostly defined benefit schemes, the
impact of the meltdown will put additional funding pressure on sponsors/employers, as
they will be required to make injection of funds to make up for likely funding gaps due to
diminution in the value of pension fund assets of their schemes.

3.5.4 AES Portfolio Analysis

The total value of AES fund assets was N332.60 billion as at 31 December 2008 which
depicted 0.50 percent decrease below N334.26 billion as at 31 December 2007. This is
highlighted in Table 3.12.
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Table 3.12: Portfolio of AES Funds

2007 2008

Asset classes Amount %ofTotal | Amount % of Total | Percentage

(N billion) (N billion) Change
Ordinary Shares 141.29 42.27 145.86 43.85 3.23
Government Securities 64.09 19.17 I 9.35 -51.46
Corporate Dept Securities 0.24 0.07 0.91 0.27 27917
Money market instruments 70.75 2117 93.26 28.04 31.82
mutual funds 0.43 0.13 297 0.89 590.70
Real Estate Properties 80.32 15.056 h1.54 15.50 2.42
Unguoted Equities 2.32 0.70 241 0.72 2.55
Others 479 1.43 455 1.37 -5.01
Total CPFA Assets 334.26 100.00 332.61 100.00 -0.49

AES fund assets were mainly invested in ordinary shares (43.85 percent); money
market instruments (28.04 percent);, real estate properties (15.50 percent); and
government securities (9.35 percent) as at 31 December 2008. Investments in
ordinary shares were spread across 89 quoted companies in 16 sub-sectors of the
economy, with the banking sub-sector having 65 percent of the total equity investment
which was equivalent to 29 percent of the value of AES fund assets. Equity
investments marginally increased by 3 percent over the 2007 figures and had recorded
unrealised losses amounting to 27 percent of total AES portfolio value due to the
economic meltdown. The losses were due to the investment strategies adopted by the
AES Funds following the allowance given to all legacy funds to retain their pre June
2004 investment strategies and policies. However, the attention of the scheme
sponsors had been drawn on the need for proper diversification of their portfolios
particularly considering the unrealised losses incurred following the global economic
meltdown.

Investments in government securities declined by 51 percent due to portfolio re-
structuring and enhancement of investments in money market instruments, which
offered higher returns on investment. This was done to cushion the effect of the stock
market downslide on the portfolios as well as enhance total returns on investment.
Money market investments were in 17 banks and 5 discount houses. Based on
investors' renewed interest in money market securities, coupled with the competitive
rates being offered, there was a 32 percent increase of investments in money market
securities.

As a result of investing heavily in equities (amounting to an average of 60 percent of
their portfolios’ ), AES Funds had year-on-year rates of return ranging from -38 percent
to 0.58 percent. Thus, the interest income earned could not absorb the huge
unrealised losses on equity investments arising from the stock market decline.

'The CPFAs and AES were allowed to maintain the limits of their legacy investments as at 28 February, 2008,
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3.5.5 CoststothePension Funds

A total of N16.13 billion was charged on the pension funds in 2008. This comprised
N2.25 billion (13.95) administrative fees, N12.99 billion (80.53 percent) asset based
fees and NO.89 billion (5.52 percent) transaction costs. Table 3.13 further reveals that
the total charges represented 1.47 percent of the total pension assets as at 31
December, 2008. This indicated that although maximum charge of 2.8 percent was
allowed on total pension assets per annum, the methodology adopted by PenCom
which involved charging the asset based fees on daily basis for RSAfunds and monthly
on CPFA and AES funds had resulted in huge savings (1.33 percent) for members of
the three schemes. The regulatory fees were reduced to encourage operators reduce
their management fees accordingly.

Table 3.13: Charge to Pension Fund Assets

RSA CPFA AES Total
Costs (N billion) (N billion) (Nbillion) (N billion)
Administrative fees 2.25 - - 2.25
AssetBased Fees 7.06 1.21 4.72 12.99
Transaction cost 0.44 0.16 0.29 0.89
Total 9.75 1.37 5.01 16.13
Total as % of Total Pension Assets 0.89 012 0.46 1.47

3.6 ADMINISTRATION OF RETIREMENT BENEFITS

Atotal of 5,124 RSA retirees were receiving their retirement benefits by Programmed
Withdrawals as at 31 December, 2008. This figure was made up of 47 retirees that
started receiving their retirement benefits in 2007 and 5,077 retirees that retired in
2008. Their cumulative withdrawals, both lump sum and monthly withdrawals from
July 2007 to December 2008, stood at N13.65 billion with total average monthly
withdrawals of N187.76 million in the period. The breakdown of the retirees by gender
and sectoris presented in Table 3.14.

Table 3.14: Number of Retirees on Programmed Withdrawal

Sector Male Female Total Percentage of Total
Public 4,106 827 4,933 96.27
Private 172 19 1M 3.73
Total 4,278 846 5,124 100.00

There were additional requests totalling 1,899, which were received and approved
during the period under review for the lump-sum payment of 25 percent of their RSA
balances. These payments were approved for persons who could not secure new
employments 6 months after leaving their last jobs.

The payment of retirement benefits were effected through the designated bank

accounts of the respective retirees. The PFAs gave standing payment instructions to

the PFCs to pay the lump-sum amounts and the monthly withdrawals into these

designated accounts. These mandates are renewable annually and had ensured that
.. the retiree got his/her monthly pension promptly through his bank account, thus,
'A¢  ensuring effective payment of benefits as and when due in line with one of the cardinal
Nationsl Pension O0jECtiVEs of the CPS.
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PenCom had introduced “RSA Retiree Fund” (effective 2009) into which the retirees'
RSA balances would be transferred. The fund is to be solely invested in fixed income
securities, namely, money market and bond instruments. The essence was to ensure
that the assets due to retirees are not invested in variable income securities such as
equities, thereby insulating the retiree assets from the vagaries of the stock market.

3.7 PAYMENTOF DEATH BENEFITS CLAIMS

Before the commencement of the implementation of the policy by the Federal
Government, PenCom had been processing the claims of the deceased FGN
employees which were submitted directly by the MDAs. As at 31 December, 2008,
1,650 death benefit claims had been processed, which were forwarded to the Budget
Office in the Federal Ministry of Finance for payment. However, with the expected
implementation of the Life Insurance Policy by the Office of Head of Civil Service ofthe
Federation with effect from January, 2009, PenCom would cease from processing of
death benefits claims.
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STATEMENT OF ACCOUNTS
AS AT 31 DECEMBER,2008

4.1 AUDITOR'S REPORT

Akintola Williams Deloitte
2" Floor, Metro Plaza
Lakariya Maimalar| Street
Central Business District
Abaga, Migena

| |
® Tel.+234 9 461 4801, GT00058
e Fax: +234 9 461 4931
www deloitte.com.ng

REPORT OF THE INDEPENDENT AUDITORS TO THE MEMBERS OF
NATIONAL PENSION COMMISSION

We have audited the financial statements of PenCom as at 31 December 2008, set out
on pages 2 to 13 which have been prepared on the basis of the significant accounting
policies on pages 2 and 3, and other explanatory notes on pages 7to 11.

PenCom's responsibility for the financial statements

PenCom is responsible for the preparation and fair presentation of these financial
statements in accordance with Section 25 of the Pension Reform Act, 2004. This
responsibility includes: designing, implementing and maintaining internal control
relevant to the preparation and fair presentation of financial statements that are free
from material misstatement, whether due to fraud or error; selecting and applying
appropriate accounting policies; and making accounting estimates that are reasonable
inthe circumstances.

Auditors' responsibility

Owur responsibility is to express an opinion on these financial statements based on our
audit. We conducted our audit in accordance with International Standards on Auditing.
Those standards require that we comply with ethical requirements and plan and
perform the audit to obtain reasonable assurance as to whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts
and disclosures in the financial statements. The procedures selected depend on the
auditors' judgment, including the assessment on risks of material misstatement of the
financial statements, whether due to fraud or error. In making those risk assessments,
the auditors' consider internal control relevant to the entity's preparation and fair
presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the entity's internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting
estimates made by PenCom, as well as evaluating the overall presentation of the
financial statements.

&
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We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our audit opinion.

Opinion

In our opinion, PenCom has kept proper accounting records and the financial
statements are in agreement with the records in all material respects and give in the
prescribed manner, information required by Section 25 of the Pension Reform Act,
2004. The financial statements give a true and fair view of the financial position of
PenCom as at 31 December 2008, and of its financial perfformance and its cash flows
for the year then ended in accordance with Section 25 of the Pension Reform Act, 2004.

Oxvdilo. Witkiowns “oOJNT o g
Chartered Accountants ' ey
Abuja, Nigeria

9 June 2009

Audit.Tax.Consulting.Financial Advisory Member of

Deloitte Touche Tohmatsu
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STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES
FOR THE YEAR ENDED 31 DECEMBER, 2008

4.2 STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES

The following are the significant accounting policies adopted in the preparation of these
financial statements:

(a) Basisofaccounting
The accounts are prepared under the historical cost convention.

(b) Income recognition
= |nvestment income

Investment income on Government Securities and short term placements
are recognised on accrual basis.

» Budgetary receipts

Receipts from Federal Government are accounted for on modified cash
basis.

® Fees and commissions
Asset based fees

Asset based fees are charged by PenCom on Pension Fund Assets. The
Commission charges 0.3% on Retirement Savings Accounts and 0.2% on
Closed Pension Fund Administration and Approved Existing Schemes Funds.

(c) Fixedassets
Fixed assets are stated at costless accumulated depreciation.

(d) Depreciation
Depreciation is provided to write off the cost of fixed assets in equal annual

instalments over their estimated useful lives at the following annual rates:

%
Motor vehicles - 25
Furniture and fittings - 15
Computer equipment - 33.33
Office machines - 25
Plant and machinery - 20

(e) Foreign exchange transactions
Transactions in foreign currencies are recorded in Naira at the rates of exchange

ruling at the time they arise.

Assets and liabilities existing in foreign currencies are converted to Naira at the
foreign exchange market rates ruling at the balance sheet date. Gains or losses
E' arising on translation are recorded in the revenue and expenditure account.

g Y !
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(f)

(9)

Retirement benefits

Arrangement for retirement benefits for members of staff is based on the
provisions of the Pension Reform Act, 2004. PenCom and employees contribute
between 22.5% and 37.5% of basic, housing and transportation to the scheme.
Membership of the scheme is automatic upon resumption of duties with
PenCom.

Provision for staff retirement benefits are computed and charged to income and
expenditure account.

Provision

Provision is recognised when PenCom has a present obligation, whether legal or
constructive as a result of a past event for which it is possible that an outflow of
resources embodying economic benefits will be required to settle the obligation
and areliable estimate of the amount can be made.
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STATEMENT OF INCOME AND EXPENDITURE
FOR THE YEAR ENDED 31 DECEMBER, 2008

4.3 STATEMENT OF INCOMEAND EXPENDITURE

Note 2008 2007
N’000 N'000

Income
Budgetary Receipt 2 210,000 396,780
Fees and commissions 3 2,045,458 1,536,085
Investment Income 4 29,609 28,363
Other Income 6,813 10,298
Expenditure 2,291,880 1,971,526
Administrative expenses (2,439,908) (1,583,617)
Depreciation of fixed assets (272,245) (118,962)
(Deficit)/surplus for the year 13 (420,273) 268,946

The accounting policies on pages 2 and 3 and other explanatory notes on pages
7 to 10 form an integral part of these financial statements.
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BALANCE SHEET
AS AT 31 DECEMBER, 2008

4.4 STATEMENT OF ASSETS AND LIABILITIES
Note 2008 2007
Assets employed N'000 N'000
Fixed assets 7 1,630,339 1,362,961
Current assets
Stocks 8 14,140 4,978
Debtors and employment 9 297,933 551,085
Bank and Cash 10 11,722 495,974
323,795 1,052,037
Current Liabilities
Amounts falling due within one year
Creditors 11 215,350 255,941
MNet Current assets 108,445 796,096
Total assets less current liabilities 1,738,784 2,159,057
Financed by:
General reserve fund 13 102,608 522,881
Capital grant 14 1,636,176 1,636,176
1,738,784 2,159,057
Contingent assets/liabilities
Contingent liabilities and other
obligations on behalf of Federal
Government of Nigeria
and its employees 16 151,260,549 155,037,214
The financial statements on pages 2 to 13 were
approved by the Board of PenCom on 9 June, 2009
and signed on it behalf by:
Chief Oluwole A. Adeosun OON, FCA
(YQ-———M Directors
Muhammad K. Ahmad
The accounting policies on page 2 and 3 and other explanatory notes on pages 7 to
11 from an integral part of these financial statements.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER, 2008

4.5 NOTES TO THE FINANCIAL STATEMENTS
1. PenCom

(a) Legal form
The Mational Pension Commission was established by the Pension Reform Act,

2004 and commenced operations in September 2004.

(b) Principal activities
The principal activities are to regulate, supervise and ensure the effective
administration of pension matters in Nigeria.

2. Budgetary receipt
This represents annual grant from government for operational expenses to
supplement the internally generated revenue.

2008 2007
N'000 N'000
3. Feesandcommissions
Application and licensing fees 17,500 51,000
Supervisory fees,
levies and penalties 2,027,958 1,485,085
2,045,458 1,636,085
4. Investmentincome
Interest on bank placements 26,609 28,363
5. Surplus charging:
Depreciation 118,962 118,962
Auditors' remuneration 4,500 4.500

6. Taxation

Mo provision is made in these financial statements for taxation. The Directors are of the
view that no liability will crystallise in future on account of Corporate taxes.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER, 2008

7. Fixed assets
Computer
Land&  Motor Office Equipment  Plant& Furniture
buildings vehicles equipment &software machinery Fittings & Total
N'000 N'000 N'000 N'000 N'000 N'000 N°000

Cost

Balance,

beginning of year 1,022,031 73,618 57,552 276,702 19,100 126,211 1,575,214
Additions 69,758 22667 4456 427,360 13,924 3,597 541,762
Adjustments - - (1,546) (840) (356) (2,742)
Balance,

end of year 1,091,789 96,285 60462 703,222 32,668 129,808 2,114,234
Accumulated depreciation

Balance,

beginning of year 19,858 29,885 32,860 84,062 6,971 20555 212,252
Charge for the year 21530 18,061 14,829 192,396 5439 19,174 272,245
Adjustments (119) (193) (290) - (602)

Balance, end of year 41,388 66,823 47,570 276,265 12,120 39,729 483,895

Netbook value
At31December, 2008 1,050,401 29,462 12,892 426,957 20,548 90,079 1,630,339
At31December,2007 1,002,173 25672 24692 192,639 12,129 105,656 1,362,961

Adjustment represents fixed assets losts to fire outbreak in PenCom during the year

2008 2007
N'000 N’000
8. Stocks
Stocks of stationery 14,140 4,978
9. Debtors and prepayments
Assetbased fee debtors 158,070 343,554
Staff Debtors 120,997 174,272
Prepaid insurance 8,312 2,222
Other debtors 10,554 31,037
297,933 551,085
10. Bank and cash
Guaranty Trust Bank Plc 5,917 191,697
Zenith Bank Plc 3,837 302,607
Union Bank of Nigeria Plc 698 .
UBAPIc 270 270
CashatHand 1,000 1,400
11,722 495,974
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NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER, 2008

1.

12.

13.

Creditors

Creditors and accruals
Retirement benefits
Dedicated funds
Other credit balances

Dedicated fund represent funds received
from Federal Government of Nigeria to
cater for expenses associated with the
issuance of bonds and terminal benefits.
PenCom invests these funds in interest
yielding fixed deposit account, interest

received thereon is credited to the account..

Pension

Balance, beginning of year
Charge toincome and expenditure
Payments inthe year

Balance, end of year

General reserve fund
Balance, beginning of year
(Deficit)/surplus for the year
Balance, end of year

2008 2007
N’'000 N’000
11,234 10,875
85,334 109,048
61,841 109,048
56,941 26,970
215,350 255,941
- 12,851

118,648 40,760
(118,648) (63.611)
522,881 253,935
(420,273) 268,946
102,608 522,881
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER, 2008

2008 2007
N’000 N'000
14, Capital grant
Balance, beginning of year 1,636,176 434,976
Transfer fromincome and
expenditure 486,864 1,201,200
(486,864) -
Balance, end of year 1,636,176 1,636,176
This represents funds released
to PenCom to augment cost of
acquisition of and buildings and
acquisition and implementation
of information and communication
technology
15. Contingent assets/liabilities
(Fiduciary funds)
PenCom holds the following
funds on behalf of the Federal
Government of Nigeria and
its employees.
a Contributory Fund Account 110,915,399 110,915,399
b. Retirement Benefits Bond
Redemption Fund 33,894,229 44,121,815
151,260,549 155,037,214

This represents Federal Government of Nigeria employees' and employers' pension
contributions and held in CBN in trust for the beneficiaries by PenCom pending
determination of amount due to employee of the Federal Government and onward
transfer to Pension Fund Administrator chosen by these individuals

The Retirement Benefits Bond Redemption Fund was created in compliance with the
provision of Section 29 of the Pension Reform Act 2004. This section places the
responsibility for managing and investing the fund on Central Bank of Nigeria (CBN).
However, PenCom on behalf of Federal Government of Nigeria has been verifying and
ascertaining the accrued pension rights of the retiring employees and advising CBN on
the various liabilities and payments to be made to them. PenCom is neither a signatory
to norisitinvolved in the management of the Account.
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NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER, 2008

2008 2007
N'000 N'000
16. Reconciliation of net surplus/
(deficit) in the yearto netcash
used in opening activities
Surplus/{deficit) for the year (420,273) 268,946
Add: Depreciation 272,245 118,962
(148,028) 387,909
Movements in working capital:
Stocks (9,162) (4,978)
Debtors 255,291 (409,034)
Creditors (40,591) 231,737
Metcash used in operating activities 57,510 205,633
17. Cash and cash equivalents
Cash atbank 10,722 494 574
Cash athand 1,000 1,400
11,722 495,974
18. Employees
Aggregate payroll costs:
Wages, salaries, allowances
&bonus 1,276,848 911,821
Pension 118,648 40,761
1,395,496 952,582
19 Postbalance sheetevents
There were no post balance sheet events which could have had material effect on
the balance sheet of PenCom as at 31 December, 2008 and on the income and
expenditure for the period ended on that date which have not been adequately
provided for or recognised in these financial statements.
20 Comparative figures
Certain comparative figures have been reinstated in line with the presentation
inthe current year.
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STATEMENT OF VALUE ADDED

FOR THE YEAR ENDED 31 DECEMBER, 2008

4.6 STATEMENT OF VALUE ADDED

2008 Yo 2007
N'000 N'000
Income 2,291,880 1,971,526
Less: Boughtin
materials and services -Local (887,519) (500,137)
- Foreign (156,893) (130,899)
1,247,468 100 1,340,490
Applied as follows:
To pay employees’
Employees'wages,
salaries and other benefits 1,395,496 M2 952,582
To provide for assets replacement
Depreciation 272,245 22 118,962
Retained for future growth
Surplus/(deficit) for the year (420,273) (34) 268,946 20

1,247,468 100 1,340,490 100

&
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4.7 FINANCIALSUMMARY

31 December

FIXED ASSETS
WORK IN PROGRESS

CURRENT ASSETS
Stock
Debtors and

prepayment
Bank and cash

CURRENT LIABILITIES
Creditors and accruals
Staff retirement benefits

Net current assets
NETASSETS

FINANCED BY
Capital grant
General revenue fund

Contingent assets/liabilities

Contingent liabilities and other
obligations on behalf of Federal
Government of Nigeria

and its employees

REVENUE

Income
Other Income

Less Expenditure
Administrative expenses
Depreciation of fixed assets

Surplus/(deficit) for the year

2008 2007 2006 2005
N’000 N'000  N'000 N’'000
1,630,339 1,362,961 130,451 108,756
- 350,000 -

14,140 4,978 - :
297,933 551,086 142,052 68,681
11,722 495974 90,615 700,448
323,795 1,052,038 232,667 769,129
215,350 255,941 11,356 32,349

. - 12,851 15,738
215,350 255,941 24,207 48,087
108,445 796,097 208,460 721,042
1,738,784 2,159,059 688,911 829,798
1,636,176 1,636,176 434,976 434,976
102,608 522,882 253,935 394,822
1,738,784 2,150,058 688,911 829,798
151,260,549 110,917,399 55372,634 55,114,283
2255458 1,932,865 439,798 891,019
36422 38,661 27,635 37,647
2,291,880 1,971,526 467,433 928,666
2,439,008 1,583,617 550,373 496,674
272,245 118,962 57,948 37,170
(420,273) 268,946 (140,888) 394,822
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